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Part I: Systemic CHF Shortages: Sources and Measures
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Once Upon a Time...
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Consumer loans
Borrower* Mortgages in CHF

;

> Bank* Maturity transformation

I

CHF financing possibilities

SCHWEIZERISCHE NATIONALBANK
F: CHF

BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA
SWISS NATIONAL BANK

S: EUR

S: CHF

S: CHF

€mmm——————

Foreign exchange > EUR

market S: CHF

S: CHF
F: CHF

Money market

Interbank Market
(REPO & unsecured)

Deposits in CHF

Capital market

S: Spot
F: Forward
* Domiciled outside Switzerland
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CHF Loans to Non-Banks

%E; CHF Loans* 2007 in % of
oo County 1998 2002 2007 ‘totalloans

§§§§§ Hungary 1 33 31
: Poland 6 31 17
Austria 17 45 84 13
Luxembourg 14 24 25 8
- Greece 3 2 10 3
: UK 12 24 1
H Germany 21 64 60 1
s France 8 13 30 1
i EMU 78 163 238 1.2

*in CHF bn Source: Brown et al. (2009)



Turnover in Unsecured Interbank Market Collapses

CHF bn W unsecured market ® repo market CHF bn
15

1t phase crisis 2" phase crisis

10

SCHWEIZERISCHE NATIONALBANK
BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA

SWISS NATIONAL BANK

Jan 06 Oct 06 Jul 07 Apr08 Jan 09 Oct 09 Jul 10
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Note: 14-day moving average; only interbank transactions Source: SNB, Eurex

Activity May 2005
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Note: Only interbank transactions Source: SNB



Activity October 2008

SCHWEIZERISCHE NATIONALBANK
BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA

SWISS NATIONAL BANK
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Note: Only interbank transactions Source: SNB

Systemic CHF Shortages During the Crisis

—CHF —EUR
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Note: 5-day moving average; CHF unsecured rate-SARON; EUR EONIA-GCPI Source: SNB, SWX, Bloomberg
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The Shift in Liquidity Provision

CHF bn B Banks domiciled in Switzerland B Banks domiciled abroad

200

SCHWEIZERISCHE NATIONALBANK
BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA

SWISS NATIONAL BANK

150

100

FX Purchases

50
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Source: SNB

New Environment for Interest Rate Steering

CHF bn
200

253 <
SSHS_ .
sigas —— Reserves without SNB’s temporary measures
ZSE=3 — Targeted level for reserves
=335 150
£233g
100

Liquidity surplus )
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Liquidity deficit
-50
2006 2007 2008 2009 2010 2011
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Source: SNB



Instruments and Implementation
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e Regular monetary policy instruments
o Open market operations

E NATIONALBANK
ALE SUISSE

LE SVIZZERA

LA SVIZRA

BANK

- Repo auctions, fine-tuning operations, issue of SNB Bills

o Standing facilities
- Intraday facility, liquidity-shortage financing facility

e (Open access policy
o Wide range eligible collateral (w/r to currencies)

o Counterparties: Banks domiciled in and outside Switzerland,
Swiss insurance companies
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Open Market Operations: Repo Auctions

® Purpose: managing CHF 3M-Libor

Fixed rate tender auctions (with proportional cut)
Price and allocation amount defined by SNB (flexible)
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Maturity: 1 week
e Daily at 9 a.m. CET
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SNB's Repo Auction

epo Trading GUI P121 (Schweizerische Nationalbank) U2701 (Kraenzlin) - SWISS [06:45] 07:00-18:00 - Thursday, 27.03.08 - OPEN

.@ File Positions Manage Emergency Reports ‘Workspace Tools Chat  Window  Help

BR Auction Sent Manager ( 101 Sent ) - “Avalog’ view and "No Filter’ filter - 20080327 _1W - Started / Buy
File Edit Yiew IDI Tab Help [[] search

Cantract Type |Buw’SeII |Type | Repo Rate| Currency Cash Amount | Purchase Date |Repurchase Date |Easket | Creation Date | Custody Type Settlemento.‘.|Secur\ty

SCHWEIZERISCHE NATIONALBANK
BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA

SWISS NATIONAL BANK

£
101 Sent ] Offers Rec, | Own Trades

Sork Participants | ‘ Iir ‘
Sirmnple ] Arnount ] Total,iM\n,iMax] Rate Tendar]

(%) Allacate a percentage of Ehe kokal maximum amount (Far each AC) l:l
(") Spread an amount evenly aver all participants l:l

Clear Offer Summary Alloc, Statiskics Trade! Delete
.'inwn Trades [ TRD ModRec ) - 'Default’ view and ‘Mo Filter' filter

File Edt Wiew Request Datasource Tab Help [1 search

File Edit “iew PublicTrade

Req.Type |Cnntra[t Type |Settlarnent T... ‘BuyiSEII | Repo Rate Offset| Reference R... |Reference R... | Pending Rate ‘ Curr Contrack Type Price T
CHF ONERMIGHT
CHF OVERMIGHT
< | > CHF ONVERMIGHT

CHF OVERMIGHT
TRD Own (1) | TRD Cansert | TRD CanRec | TRD ModSert  TRD MadRe | CHE CERNICHT
CHF OVERMIGHT
CHF OVERMIGHT
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Swiss Triparty Repo Market | EURG | USD Repo_aukbionen_t J GMBF_ALKTION

Counterparties: Open Access Policy

W Banks domiciled in Switzerland B Banks domiciled abroad

Number of Banks
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Source: SNB



Open Market Operations: SNB Bills
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® Purpose: absorbing large amounts of liquidity
without interest rate signal

SCHWEIZERISCHE NATIONALBANK
BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA

SWISS NATIONAL BANK

e Variable rate tender auction with American
allocation

e Maturity: 28 days (weekly) and 84, 168, 336 days
alternating

e Eligible for SNB-repos
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Example: Demand for SNB Bills
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Outstanding Volume of SNB Bills

CHF bn m12M 6M 3M M 1w
= Gt
2, < 125
EEE
£3333
AEsat -
i 50 — e
: 25
;;ué 0 [ | I [ I I [ [ I I [
E% May 10 Jun 10 Jul 10 Aug 10 Sep 10 Oct 10 Nov 10 Dec 10 Jan11 Feb 11 Mar 11
=5 Source: SNB

Impact of OMOs on Sight Deposits

CHF bn
200
%wg ) 175 Liquidity providing operations
T 150
gggéé 125 Bond purchases
§§§§§ 100 EURCHF Swaps )
£
50
. 25
% 0
E, -25 SNB Bills
3 50
:§ 75 Liquidity absorbing operations
s -100
£ 125
£: 150
é% Jul 08 Jan 09 Jul 09 Jan 10 Jul 10 Jan11

Source: SNB



Challenges
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e Shift from liquidity providing to absorbing regime

SCHWEIZERISCHE NATIONALBANK
BANQUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCA NAZIUNALA SVIZRA
SWISS NATIONAL BANK

e Pulling vs. pushing the rope

e Multi-instrument approach (repo and SNB Bills auctions)
e Different set of counterparties in new regime

e First experiences in new regime with monetary policy
implementation are promising, but more experience needed
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Copyright ©, limitation of liability

Copyright ©

The Swiss National Bank (SNB) respects all third-party rights, in particular rights relating to works
protected by copyright (information or data, wordings and depictions, to the extent they are of an
individual character).

SNB publications containing a reference to a copyright (© Swiss National Bank/SNB, Zurich/year, or similar)
may only be used under copyright law (reproduced, used via the internet, etc.) for non-commercial
purposes and provided that the source is mentioned. Their use for commercial purposes is only permitted
with the prior express consent of the SNB.
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In addition, the SNB provides information and data from its own sources as well as certain processed data
from outside sources. Such information and processed data may be used, translated (with reference to the
source), transmitted or used in other ways, for non-commercial purposes, compatible with the purpose of
such information or data.

Limitation of liability

The SNB accepts no responsibility for any information it provides. Under no circumstances will it accept any
liability for losses or damage which may result from the use of such information. This limitation of liability
applies, in particular, to the topicality, accuracy, validity and availability of the information.

Similarly, the SNB does not guarantee that the use of the processed data from outside sources made
available by the SNB is admissible. To the extent that the data is clearly derived from outside sources, the
users of such data are obliged to respect any existing copyrights and to obtain the right of use from the
relevant outside source themselves.

© Swiss National Bank, Zurich 2010
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